
Legislative Audit Division  
        State of Montana 
 
 
         Report to the Legislature  

      November 2005 Financial Audit 
   For the Fiscal Year Ended June 30, 2005 
 
 
 
 
 
 
 
 
 
  
 Public Employees' Retirement Board
 
   Department of Administration 
  A component unit of the state of Montana 

 
 
 We performed a financial audit of the Public Employees’ Retirement 

Board for the fiscal year ended June 30, 2005.  This report contains one 
recommendation concerning the actuarial soundness of the retirement 
systems. 

 
 

 
 
 
 
 
 
 
 
 

Direct comments/inquiries to: 
Legislative Audit Division 
Room 160, State Capitol 
PO Box 201705 

05-08   Helena MT  59620-1705 
 
Help eliminate fraud, waste, and abuse in state government.  Call the Fraud Hotline at  
1-800-222-4446 statewide or 444-4446 in Helena. 



 
 
 
 
 
 
 

FINANCIAL AUDITS 
 
 
 

 
 
Financial audits are conducted by the Legislative Audit Division to determine if the financial 
statements included in this report are presented fairly and the agency has complied with laws and 
regulations having a direct and material effect on the financial statements.  In performing the 
audit work, the audit staff uses standards set forth by the American Institute of Certified Public 
Accountants and the United States Government Accountability Office.  Financial audit staff 
members hold degrees with an emphasis in accounting.  Most staff members hold Certified Public 
Accountant (CPA) certificates. 
 
Government Auditing Standards, the Single Audit Act Amendments of 1996 and OMB Circular 
A-133 require the auditor to issue certain financial, internal control, and compliance reports.  This 
individual agency audit report is not intended to comply with these requirements and is therefore 
not intended for distribution to federal grantor agencies.  The Legislative Audit Division issues a 
statewide biennial Single Audit Report which complies with the above reporting requirements.  
The Single Audit Report for the two fiscal years ended June 30, 2005, will be issued by March 
31, 2006.  The Single Audit Report for the two fiscal years ended June 30, 2003, was issued on 
March 23, 2004.  Copies of the Single Audit Report can be obtained by contacting: 
 
Single Audit Coordinator     Legislative Audit Division 
Office of Budget and Program Planning    Room 160, State Capitol 
State Capitol       PO Box 201705 
Helena MT  59620      Helena MT  59620-1705 
Phone (406) 444-3616 

 
 
 

MEMBERS OF THE LEGISLATIVE AUDIT COMMITTEE 
 

 
Senator Joe Balyeat, Vice Chair Representative Dee Brown 
Senator John Brueggeman Representative Hal Jacobson 
Senator Jim Elliott Representative Christine Kaufmann 
Senator Dan Harrington Representative Scott Mendenhall 
Senator Lynda Moss Representative John Musgrove, Chair 
Senator Corey Stapleton Representative Janna Taylor 



LEGISLATIVE AUDIT DIVISION 
  
Scott A. Seacat, Legislative Auditor Deputy Legislative Auditors:
John W. Northey, Legal Counsel Jim Pellegrini, Performance Audit

 Tori Hunthausen, IS Audit & Operations
 

 

James Gillett, Financial Audit

 
 

Room 160, State Capitol Building PO Box 201705 Helena, MT  59620-1705 
Phone (406) 444-3122  FAX (406) 444-9784  E-Mail lad@mt.gov 

 
November 2005 

 
 
 
The Legislative Audit Committee 
of the Montana State Legislature: 
 
This is our report on the fiscal year 2004-05 financial audit of the Public Employee’s Retirement Board 
(PERB), a component unit of the state of Montana.  The objectives of a financial audit include 
determining if the program’s financial statements present fairly its financial position at June 30, 2005 and 
the results of its operations for the fiscal year.  We tested compliance with state and federal laws that 
have a direct and material impact on the financial statements.  Additional compliance testing for the 
program is included in our biennial financial-compliance audit of PERB.  Included in this report is one 
recommendation related to the actuarial soundness of the three systems.  
 
We issued an unqualified opinion on PERB’s financial statements for the fiscal year ended June 30, 
2005, with comparative totals for June 30, 2004.  Our audit opinion on the financial statements is also 
contained in PERB’s Comprehensive Annual Financial Report.  Copies of the PERB’s annual report for 
fiscal year 2004-05 can be obtained from the Montana Public Employee Retirement Administration 
(MPERA).  The annual report contains background, statistical, and actuarial information that is not 
included in this audit report, which may be of interest to legislators or the public. 
 
The written response to the audit recommendation is included at the end of the audit report.  We thank the 
executive director and his staff for their assistance and cooperation throughout the audit. 
 

Respectfully submitted, 
 
/s/ Scott A. Seacat 
 
Scott A. Seacat 
Legislative Auditor 
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This report contains the results of our financial audit of the Public 
Employees’ Retirement Board (PERB) for the fiscal year ended 
June 30, 2005.  We issued an unqualified opinion on the financial 
statements for the fiscal year ended June 30, 2005.  This means the 
reader can rely on the financial information presented.  The 
financial-compliance audit of the PERB for the two fiscal years 
ended June 30, 2004, was issued in a separate report (04-08). 
 
Montana Public Employee Retirement Administration (MPERA) 
personnel prepare PERB financial statements from the Statewide 
Accounting, Budgeting, and Human Resources System (SABHRS) 
with adjustment.  Adjustments are made to properly present financial 
activity. 
 
This report contains one recommendation related to the actuarial 
soundness of three retirement systems.  The previous financial-
compliance audit report for the two fiscal years ended June 30, 2004, 
contained four recommendations to the PERB.  Two of the four 
recommendations were not material to the financial statements and 
will be reviewed during the 2006 financial-compliance audit.  The 
other two recommendations related to seeking legislation to ensure 
Public Employees’ Retirement System - Defined Benefit Retirement 
Plan (PERS-DBRP), Sheriffs’ Retirement System (SRS), and Game 
Wardens’ and Peace Officers’ Retirement System (GWPORS) are 
funded on an actuarially-sound basis and that PERB implement 
procedures to ensure mutual and fixed fund asset balances recorded 
on SABHRS reconcile to the external investments, were 
implemented.  Although legislation was sought during the 2005 
session, no legislation was passed to correct the funding problem. 
 
The listing below serves as a means of summarizing the 
recommendations contained in the report, the department's 
response thereto, and a reference to the supporting comments. 
 
 
 
 

Public Employees' 
Retirement Board 
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We recommend legislation be enacted for funding changes to 
ensure the PERS-DBRP, SRS, and GWPORS are funded on an 
actuarially sound basis, as required by the Montana 
Constitution. ......................................................................................  9 
 

Recommendation #1 
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We performed a financial audit of the Public Employees’ 
Retirement Board (PERB) for the fiscal year ended June 30, 
2005.  The objectives of our audit were to: 
 
1. Determine PERB's compliance with material and direct laws and 

regulations which could have an effect on the financial 
statements. 

2. Determine the status with direct & material prior audit 
recommendations. 

3. Determine if the financial statements prepared by the Montana 
Public Employee Retirement Administration (MPERA) fairly 
present PERB's fiduciary net assets as of June 30, 2005, and the 
changes in fiduciary net assets for the fiscal year then ended, in 
conformity with generally accepted accounting principles. 

 
The financial-compliance audit of the PERB’s financial statements 
for the two fiscal years ended June 30, 2004, was issued in a separate 
report in December 2004 (04-08). 
 
MPERA prepares PERB's financial statements from the Statewide 
Accounting, Budgeting, and Human Resources System (SABHRS) 
with adjustment.  Adjustments are made to accurately present 
financial activity to the readers of the statements. 
 
This report contains one recommendation.  In accordance with 
section 5-13-307, MCA, we analyzed the cost of implementing the 
recommendation contained in this report and determined it was 
significant and is discussed in the report section. 
 
The PERB is a component unit of the state of Montana.  A 
component unit is a legally separate organization for which the state 
of Montana is financially accountable.  The PERB has exclusive 
control of the funds of eight retirement systems, including the 
Volunteer Firefighters' Compensation Act, as well as the Section 457 
Deferred Compensation Plan.  The PERB governs MPERA, which is 
responsible for daily administration of the retirement systems.  The 
governor appoints the seven board members to five-year terms. 
 

 
Introduction 

Background 
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PERB manages the activities of the following defined benefit 
pension trust funds: 
 

� Public Employees' Retirement System-Defined Benefit 
Retirement Plan (PERS-DBRP) 

� Judges' Retirement System (JRS) 

� Highway Patrol Officers' Retirement System (HPORS) 

� Sheriffs' Retirement System (SRS) 

� Game Wardens' and Peace Officers' Retirement System 
(GWPORS) 

� Municipal Police Officers' Retirement System (MPORS) 

� Firefighters' Unified Retirement System (FURS) 

� Volunteer Firefighters' Compensation Act (VFCA) 
 

These retirement systems provide pension, disability, and death 
benefits to eligible members.  The monthly benefits are based on 
years of service and salary levels while still employed.  The 
Volunteer Firefighters' Compensation Act provides pension, 
disability, and death benefits to volunteer firefighters who are 
members of eligible Montana volunteer fire companies.  Monthly 
benefits are based on years of service. 
 
PERB manages the activities of the following defined contribution 
pension trust funds: 
 

� Public Employees’ Retirement System - Defined Contribution 
Retirement Plan (PERS-DCRP) 

� Section 457 Deferred Compensation Plan (457 Plan) 
 
The 457 Plan allows employees to set aside and invest a portion of 
their salary each payday toward retirement while deferring state and 
federal income taxes until future years.  The PERS-DCRP takes the 
PERS contributions attributable to the employee and allows the 
employee to invest the contributions at his or her discretion.  
Employees participating in these two plans have two investment 
options: 
 

Defined Benefit Pension 
Trust Funds 

Defined Contribution 
Pension Trust Funds 
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� the fixed option, which guarantees both principal (contributions) 
and a pre-established quarterly rate of earnings; 

� the variable option, which consists of selected mutual funds. 

Participating employees are allowed to invest in both the fixed and 
variable options.  Those participating in the variable option may 
invest in as many offered funds as desired. 
 
Withdrawal of deferred compensation funds is only available to 
employees upon separation from service, retirement, death, or upon 
an unforeseeable emergency meeting IRS-specified criteria while 
still employed.  Withdrawals from PERS-DCRP are available upon 
termination of a PERS covered position. 
 
The financial-compliance audit report for the two fiscal years ended 
June 30, 2004, contained four recommendations to the PERB.  Two 
of the four recommendations were not material to the financial 
statements and will be reviewed during the 2006 financial-
compliance audit.  Seeking legislation to actuarially fund three of the 
systems and implementing procedures to ensure mutual and fixed 
asset balances are reconciled are the two direct and material 
recommendations addressed in this report.  During the 2005 financial 
audit we determined that these recommendations were addressed.  
PERB has procedures in place to reconcile the mutual and fixed asset 
balances for the PERS-DCRP and the 457 plans; however, there are 
still large differences with the fixed assets in the 457 plan.  PERB is 
continuing to look into these differences and we will follow up on 
their progress in further detail during the 2006 financial-compliance 
audit.  PERB sought legislation during the 2005 Legislative Session; 
however, no legislation addressing the actuarial soundness of the 
systems was passed.  Further discussion related to the systems 
actuarial soundness is discussed in this report beginning on page 5. 

Prior Audit 
Recommendations 
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Based on the July 1, 2005, actuarial valuations, the Public 
Employees’ Retirement System - Defined Benefit Retirement 
Plan (PERS – DBRP), Sheriffs’ Retirement System (SRS), and 
Game Wardens’ and Peace Officers’ Retirement System 
(GWPORS) are not actuarially sound, as required by the 
Montana Constitution and state law. 
 
Article VIII, Section 15, of the Montana Constitution requires public 
retirement systems be funded on an actuarially sound basis.  A 
defined benefit retirement system is defined in state law as being 
actuarially sound when its contributions are sufficient to pay the full 
actuarial cost of the plan over a period of up to 30 years. 
 
The PERB obtained an actuarial valuation of each of its eight defined 
benefit retirement plans annually for each of  the last two years.  The 
most recent actuarial valuation was as of July 1, 2005.  The PERB 
actuary determined the employer contribution rate would have to be 
increased as follows, starting January 1, 2006, to maintain an 
amortization of the Unfunded Actuarial Accrued Liability (UAAL) 
over the 30-year period: 
 

PERS – DBRP 1.62%; from 13.80% to 15.42%; 
SRS 2.76%; from 18.78% to 21.54%; and 
GWPORS   .27%; from 19.56% to 19.83%. 

 
The current maximum UAAL systems are able to pay off over 
30 years are as follows:  PERS $266.4 million; GWPORS 
$4.3 million; and SRS $(3.6) million.  The negative $3.6 million for 
SRS indicates that the current employer and employee contributions 
do not cover the current costs of the system.  The UAAL for each 
system has grown at an increasing rate, as shown in Table 1. 
 
 

 

Three Retirement Systems 
Actuarially Unsound 
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The valuations for the past two years have determined the UAAL for 
these three systems does not amortize without an increase in 
contributions.  The actuary has attributed the growth in the unfunded 
liability of the systems primarily to investment returns below the 
actuarial investment return assumption of eight percent for each of 
the three systems.   
 
Because the underlying calculations in the actuarial valuation are 
long-term in nature, it is advantageous to smooth out short-term  

Table 1 

Unfunded Actuarial Accrued Liability* 
(Expressed in Thousands) 

 

Valuation Date PERS-DBRP Years SRS Years GWPORS       Years 

7/1/2000 a  ($569,940) 30.0 ($38,502) 30.0 ($9,044) 30.0

7/1/2000 b  (251,540) 30.0 (26,002) 30.0 (5,544)  30.0

7/1/2002   983 0.1 (16,965) 30.0  379     9 

7/1/2004   466,798  9 7,586  9   5,100  45.9

7/1/2005  540,988  9 10,889  9   5,453  49.5

*  Amounts in parenthesis indicate the systems did not have an unfunded actuarial accrued liability. 

a Does not include the effects of legislation passed in the 2001 Legislative session related to the 
GABA increase. 

b Recalculated to include the effects of legislation passed in the 2001 Legislative session related to 
the GABA increase. 

 

9 Does not amortize 

 
Source:  Compiled and/or computed by the Legislative Audit Division from actuarial reports. 
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fluctuations in the market value of assets.  The asset smoothing  
method recognizes the gains or losses over a 4-year period.  The 
following tables depict the gain or losses that have been or will be 
recognized.   
 

 

Table 2 

Montana Public Employee Retirement Administration 
Schedule of Investment Gain/(Loss) Recognition PERS-DBRP 

(Expressed in Thousands) 
 

 

Investment Gain/(Loss)  
Recognized in Past Years 

Investment 
Gain/(Loss) 

Recognized in 
Current Year 

Investment Gain/(Loss 
Recognized in Future Years Fiscal  

Year 

Market Value 
Investment 
Gain/(Loss) 

Over Expected 2001 2002 2003 2004 2005 2006 2007 2008 
2001 $ (385,081) $ (96,270) $ (96,270) $ (96,270) $ (96,270)     
2002 (425,030)  (106,258) (106,258) (106,258) $ (106,258)    
2003 (38,134)   (9,534) (9,534) (9,534) $ (9,534)   
2004 143,930    35,983 35,983 35,983 $ 35,983  
2005 1,317     329 329 329 $ 329 
2006 *      * * * 

* Gain / (Loss) Not yet known 
Source:  MPERA Personnel. 
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Table 3 

Montana Public Employee Retirement Administration 
Schedule of Investment Gain/(Loss) Recognition SRS 

(Expressed in Thousands) 
 

Investment Gain/(Loss)  
Recognized in Past Years 

Investment 
Gain/(Loss) 
Recognized 
in Current 

Year 

Investment Gain/(Loss 
Recognized in Future 

Years Fiscal  
Year 

Market Value 
Investment 
Gain/(Loss) 

Over 
Expected 2001 2002 2003 2004 2005 2006 2007 2008 

2001 $  (16,814) $ (4,204) $ (4,204) $ (4,204) $ (4,204)     
2002 (19,133)     (4,783)    (4,783)    (4,783) $ (4,783)    
2003 (1,121)        (280)       (280)      (280) $ (280)   
2004 6,435        1,609    1,609  1,609 $ 1609  
2005 100            25       25        25   $ 25
2006 *      * * * 

 
  

* Gain / (Loss) Not yet known 
Source:  MPERA Personnel 

Table 4 

Montana Public Employee Retirement Administration 
Schedule of Investment Gain/(Loss) Recognition GWPORS 

(Expressed in Thousands) 

Investment Gain/(Loss)  
Recognized in Past Years 

Investment 
Gain/(Loss) 
Recognized 
in Current 

Year 

Investment Gain/(Loss 
Recognized in Future 

Years Fiscal  
Year 

Market Value 
Investment 
Gain/(Loss) 

Over Expected 2001 2002 2003 2004 2005 2006 2007 2008 
2001     $  ( 4,364) $  (1,091)  $   (1,091) $   (1,091)  $ (1,091)   
2002          (5,323)  (1,331) (1,331) (1,331) $  (1,331)  
2003              (179)  (45) (45) (45) $   (45) 
2004            1,941  485 485 485  $  485 
2005               (82)  (21) (21) (21) $ (21)
2006 *   * * * 

 
 
* Gain /(Loss) Not yet known 
Source:  MPERA Personnel 
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The PERB Funding and Benefits Policy states, “Whenever, through 
the use of long-term cash flow projections, the amortization period of 
a system’s unfunded liabilities is projected to exceed 30 years for 
two consecutive valuations and the Board cannot reasonably 
anticipate that the amortization period would decline without an 
increase in funding sources, it is the obligation of PERB to 
recommend to the legislature that funding be increased.”  PERB did 
seek legislation for the funding changes in the 2005 Legislative 
Session.  However, new legislation was not enacted.  PERB should 
work with the legislature to adopt and implement a funding change 
to ensure the systems are funded on an actuarially sound basis, to be 
in compliance with the Montana Constitution.   
 

 
 

Recommendation #1 
We recommend legislation be enacted for funding changes to 
ensure the PERS-DBRP, SRS, and GWPORS are funded on an 
actuarially sound basis, as required by the Montana 
Constitution and state law. 
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INDEPENDENT AUDITOR’S REPORT 
 
 
 
 

The Legislative Audit Committee 
of the Montana State Legislature: 
 
 
We have audited the accompanying Statement of Fiduciary Net Assets – Pension Trust Funds of the 
Public Employees’ Retirement Board, A Component Unit of the State of Montana, as of June 30, 2005 -  
with comparative totals for June 30, 2004, and the related Statement of Changes in Fiduciary Net 
Assets - Pension Trust Funds for the year ended June 30, 2005 - with comparative totals for June 30, 
2004.  These financial statements are the responsibility of the Public Employees’ Retirement Board.  
Our responsibility is to express an opinion on these financial statements based on our audit.  The prior 
year summarized comparative information has been derived from the Public Employees’ Retirement 
Board’s financial statements for the fiscal year ended June 30, 2004, and, in our report dated 
November 15, 2004, we expressed an unqualified opinion on the respective financial statements of the 
fiduciary fund activities. 
 
We conducted our audit in accordance with auditing standards generally accepted in the United States 
of America.  Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement.  An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit 
also includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation.  We believe that our audit provides a 
reasonable basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the Public Employees’ Retirement Board as of June 30, 2005, and the changes in 
fiduciary net assets for the fiscal year then ended, in conformity with accounting principles generally 
accepted in the United States of America. 
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Management’s Discussion and Analysis, the Schedule of Funding Progress, and the Schedule of 
Employer Contributions & Other Contributing Entities are not a required part of the basic 
financial statements but are supplementary information required by the Governmental Accounting 
Standards Board.  We have applied certain limited procedures, which consisted principally of 
inquiries of management regarding the methods of measurement and presentation of the required 
supplementary information.  However, we did not audit the information and express no opinion 
on it. 
 
Our audit was conducted for the purpose of forming an opinion on the basic financial statements of the 
Public Employees’ Retirement Board.  The Schedules of Administrative Expenses, Investment 
Expenses, and Consultants; the Detail of Fiduciary Net Assets (PERS-DBRP and PERS-DBEd) and 
the Detail of Fiduciary Net Assets (PERS-DCRP, PERS-DCEd and PERS-DC Disability) as of 
June 30, 2005; and the related Detail of Changes in Fiduciary Net Assets (PERS-DBRP and PERS-
DBEd) and the Detail of Changes in Fiduciary Net Assets (PERS-DCRP, PERS-DCEd and PERS-DC 
Disability) for the fiscal year then ended are presented for purposes of additional analysis and are not a 
required part of the financial statements.  Such information has been subjected to the auditing 
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in 
all material respects in relation to the basic financial statements taken as a whole. 
 
At July 1, 2005, three systems, Public Employees’ (PERS-DBRP), Game Warden’s Peace 
Officer’s (GWPORS) and, Sheriff’s (SRS) retirement systems were not actuarially sound with an 
Unfunded Actuarially Accrued Liability (UAAL) totaling $522.6 million, $5.5 million and 
$10.9 million, respectively.  The maximum UAAL to comply with the amortization period of 
30 years at January 1, 2006, is $266.4 million for PERS-DBRP, $4.3 million for GWPORS, and 
$(3.6) million for SRS.  The negative $3.6 million for SRS indicates that the current employer 
and employee contributions do not cover the current costs of the system. 
 
The financial statements include summarized prior-year comparative information.  Such information 
does not include all of the information required to constitute a presentation in conformity with 
accounting principles generally accepted in the United States of America.  Accordingly, such 
information should be read in conjunction with the Public Employees’ Retirement Board’s financial 
statements for the year ended June 30, 2004, from which such summarized information was derived. 
 

Respectfully submitted, 
 
/s/ James Gillett 
 
James Gillett, CPA 
Deputy Legislative Auditor 

October 25, 2005
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